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DETAILED ACTION 
Claim Rejections - 35 USC §112 

1. The following is a quotation of the second paragraph of 35 USC 112: 

The specification shall conclude with one or more claims particularly pointing out and distinctly 
claiming the subject matter, which the applicant regards as his invention. 

2. Claims 21 and 29-30 are rejected under 35 U.S.C. 112, second paragraph, as 
being indefinite for failing to particularly point out and distinctly claim the subject matter 
which applicant regards as the invention. 

In the claims 21 and 29-30, the recitations, "a 1 -Delta amount of stock", and "a 
Delta amount of stock" render the claims indefinite as it is unclear what the applicant is 
referring to. 

Clarification is required. 

Claim Rejections - 35 USC § 102 

3. The following is a quotation of the appropriate paragraphs of 35 U.S.C. 102 that 
form the basis for the rejections under this section made in this Office action: 

A person shall be entitled to a patent unless - 

(e) the invention was described in (1) an application for patent, published under section 122(b), by 
another filed in the United States before the invention by the applicant for patent or (2) a patent 
granted on an application for patent by another filed in the United States before the invention by the 
applicant for patent, except that an international application filed under the treaty defined in section 
351(a) shall have the effects for purposes of this subsection of an application filed in the United States 
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only if the international application designated the United States and was published under Article 21 (2) 
of such treaty in the English language. 

4. Claims 1-5 and 11- 20 are rejected under 35 U.S.C. 102(e) as being anticipated 
by Rudkin (US 2004/0199449 A1). 

As per claim 1, Rudkin discloses a method for transfer (see abstract; via 
transferability) of employee stock options, the method comprising: 
purchasing an employee stock option (see para, 0025; via purchasing ESO to pay a 
portion of strike price); and 

hedging the employee stock option (see para, 0012 and 0135; via to exercise for 
liquidity and hedge the risk, option will decrease in value). 

As per claims 2 - 3, Rudkin discloses further step of determining a value of the 
employee stock option using an option pricing formula is selected from the group 
consisting of Black-Scholes, binomial and trinomial methods (see para, 0056, 0070, 
0078 and 0137- 0140; via ESO binominal module 120, value of the optimal return 
function and formula). 

As per claims 4 - 5, Rudkin discloses an offering and issuing of securities 
underlying the employee stock option (see para 0007; via US firms and ESOs). 

As per claim 11, Rudkn discloses a method for transfer (see abstract- 
transferability) of employee stock options, the method comprising: 
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determining an economic value of an employee stock option based on an option 
pricing formula (see para, 0056, 0070, 0078 and 0137- 0140; via ESO binominal 
module 120, value of the optimal return function and formula); 

making the economic value available to holders of the employee stock option; 
and exchanging the employee stock option for the economic value (see para 0008 and 
0037-0039; via early exercise decision to maximize the utility of terminal economic 
wealth). 

As per claims 12 - 13, Rudkin discloses the economic value is a cash value and 
a number of shares (see para 0137 and 0157 [Fig. 2-3]; via maximize the terminal utility 
wealthy with options inherently cash value). 

As per claims 14-16, Rudkin discloses the step of exchanging occurs 
periodically within a predetermined window of time and the option pricing formula is 
selected from the group consisting of Black-Scholes, binomial and trinomial methods 
(see para, 0056, 0070, 0078 and 0137- 0140; via ESO binominal module 120, value of 
the optimal return function and formula). 

As per claim 17, Rudkin discloses a method for issue of employee stock 
options, the method comprising: 

issuing an employee stock option with transfer rights (see para 0006; via ESO give an 
employee the right to purchase share of call option on or before a given date); and 
establishing a beginning date for the transfer rights at a predetermined date 
following the date of issue of the employee stock option (see para 0014; via ESO can 
be exercised only after vested a preset number of years). 
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As per claim 18, Rudkin discloses the employee stock option includes 
a vesting date and the beginning date is later than the vesting date (see para 0014; via 
ESO can be exercised only after vested a preset number of years). 

As per claim 19, Rudkin discloses a method for transfer (see abstract- 
transferability) of employee stock options, the method comprising: 

determining a cash value of an underwater employee stock option based on the 
Black-Scholes option pricing formula (see para 0009; via value of ESOs by more than 
50 percent); 

publishing the cash value (see para 0150 and Table E); and 
exchanging the underwater employee stock option for the cash value during a 
predetermined window of time (see para 0022; via repricabe ESOs when underwater). 

Claim Rejections - 35 USC § 103 

5. The following is a quotation of 35 U.S.C. 103(a) which forms the basis for all 
obviousness rejections set forth in this Office action: 

(a) A patent may not be obtained though the invention is not identically disclosed or described as set 
forth in section 102 of this title, if the differences between the subject matter sought to be patented and 
the prior art are such that the subject matter as a whole would have been obvious at the time the 
invention was made to a person having ordinary skill in the art to which said subject matter pertains. 
Patentability shall not be negatived by the manner in which the invention was made. 



6. Claims 6-10 and 20- 31 are rejected under 35 U.S.C. 103(a) as being 
unpatentable over Rudkin in view of Sullivan et al (2002/0194136). 
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As per claims 6 -7, Rudkin fails explicitly to disclose either one time or 
periodically repeating the purchasing and hedging selected from the group consisting of 
monthly, quarterly, semi-annually and annually. 

However, Sullivan et al in the same field of invention teaches a concept of 
purchasing and hedging employee stock options at any time up to maturity (American 
Style)(see para 0003 and 0015; via option and hedging system). 

Therefore, it would have been obvious to one of ordinary skill in the art at the 
time of invention was made to modify the timing of the purchasing and hedging of 
employee stock options from the teachings of Sullivan in order to match with the timing 
of option maturity. 

As per claims 8-10, Rudkin fails explicitly to disclose hedging the employee 
stock option includes buying and short selling of securities and/or futures contacts and 
hedging the employee stock option to rebalance the hedge position. 

However, Sullivan in the same field of invention teaches a concept, how financial 
institutions utilize listed options over the counter (OTC) for hedging strategies (see para 
0009). 

Therefore it would have been obvious to one ordinary skill in the art at the time 
of invention was made to modify the buying- selling options as taught by Sullivan for 
hedging strategies in order to facilitate in organizing the hedging position. 

As per claim 20, Rudkin discloses exchanging an economic value for an 
employee stock option, the economic value based on an option pricing formula (see 
para, 0056, 0070, 0078 and 0137- 0140; via ESO binominal module 120, value of the 
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optimal return function and formula), but fails explicitly to disclose a method for hedging 
the employee stock option with a future. 

However, Sullivan in the same field of invention teaches for individual to hedge 
employee stock options (see abstract) for derivative securities such as futures and 
options (see para 0008 and 0009; via hedging and futures). 

Therefore, it would have been obvious to one of the ordinary skill in the art at the 
time of invention was made to modify the concept of hedging for derivative securities in 
order to hedge the risk of adverse price and market fluctuations. 

As per claim 21, Rudkin discloses the step of borrowing, purchasing and selling 
a1 -Delta amount of stock (See Para 0006 and 0069; via ESOs give an employee the 
right to purchase and inherently borrowing-selling for hedging transactions of any 
incremental amounts like Delta) 

As per claim 22, Rudkin discloses the step of determining whether it is optimal 
to early exercise the future (see Para 0050). 

As per claim 23, Rudkin discloses the step of further determining whether the 
employee stock option is in the money (See Para 0019; via "in the money"). 

As per claim 24, Rudkin discloses further exercising the employee stock option 
(see Para 0017; via ESOs can be exercised any time after the ESOs vested). 

As per claims 25-26, Rudkin discloses the step of closing out the future 
position and delivering a prospectus (See Para 0050). 

As per claim 27, Rudkin discloses exchanging an economic value for an 
employee stock option, the economic value based on an option pricing formula (see 
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para, 0056, 0070, 0078 and 0137- 0140; via ESO binominal module 120, value of the 
optimal return function and formula); but fails explicitly to teach hedging the employee 
stock option with stock. 

However, Sullivan in the same field of invention teaches the concept of individual 
investors dealing with option or other derivatives securities are concerned with hedging 
stock options (see para 0009). 

Therefore, it would have been obvious to one of ordinary skill in the art at the 
time of invention was made to modify the concept of hedging employee stock with other 
derivative securities in order to generate additional income. 

As per claims 28-29, Rudkin discloses further step of borrowing an amount of 
stock equal to the amount of the employee stock options received in the exchange and 
selling a delta amount of stock (See Para 0006 and 0069; via ESOs give an employee 
the right to purchase and inherently borrowing-selling for hedging transactions of any 
incremental amounts like Delta). 

As per claims 30-31 Rudkin discloses the borrowing stock, and purchasing- 
selling a 1 -delta amount of stock, monitoring changes in delta and buying or selling 
stock based on the changes in delta (See Para 0006 and 0069; via ESOs give an 
employee the right to purchase and inherently borrowing-selling for hedging 
transactions of any incremental amounts like Delta). 

Conclusion 

7. The prior art made of record and not relied upon is considered pertinent to 
applicant's disclosure. 
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Cristofich et al (US 6,269,346 B1) discloses tock option control and exercise 
System. 

Quinn e al (US 2004/0172349 A1 ) discloses system and method for safeguarding 
Employee Stock Option from Stock Price Fluctuations. 

8. Any inquiry concerning this communication or earlier communications from the 
examiner should be directed to Mohamed H. Ali whose telephone number is 571-270- 
3021 . The examiner can normally be reached on 8.00 to 5.30. 

If attempts to reach the examiner by telephone are unsuccessful, the examiner's 
supervisor, James Kramer can be reached on 571-272-6783. The fax phone number 
for the organization where this application or proceeding is assigned is 571-273-8300. 

Information regarding the status of an application may be obtained from the 
Patent Application Information Retrieval (PAIR) system. Status information for 
published applications may be obtained from either Private PAIR or Public PAIR. 
Status information for unpublished applications is available through Private PAIR only. 
For more information about the PAIR system, see http://pair-direct.uspto.gov. Should 
you have questions on access to the Private PAIR system, contact the Electronic 
Business Center (EBC) at 866-217-9197 (toll-free). If you would like assistance from a 
USPTO Customer Service Representative or access to the automated information 
system, call 800-786-9199 (IN USA OR CANADA) or 571-272-1000. 




Mohamed H Ali 
Examiner 
Art Unit 3693 
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